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I. INTRODUCTION 

Pursuant to the September 17, 2008 Assigned Commissioner’s and Administrative 

Law Judge’s Ruling Providing Schedule and Scoping Memo (ACR), the Division of 

Ratepayer Advocates (DRA) hereby files its reply comments on issues identified in the 

Order Instituting Rulemaking to Address the Gas Utilities’ Incentive Mechanisms and the 

Treatment of Hedging Under Those Incentive Mechanisms (OIR) filed June 26, 2008.     

II. DISCUSSION 
The OIR describes in narrow terms the issues to be considered in this proceeding 

regarding prospective changes to the gas utilities’ incentive mechanisms and the 

treatment of hedging under those incentive mechanisms.  The ACR affirmed the scope of 

the proceeding as set forth in the OIR.1  DRA submits these reply comments to the 

opening comments filed by Pacific Gas and Electric Company (PG&E), Southern 

California Gas Company (SoCalGas) and San Diego Gas & Electric Company (SDG&E), 

Southwest Gas Corporation (Southwest), and Shell Energy North America (US), LP 

(Shell) on the OIR.   

 

                                              
1 ACR, p. 7.  
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III. RESPONSE to PG&E 
A review of the opening comments shows the basic philosophical difference 

regarding gas procurement hedging between PG&E and DRA.  PG&E states that, “the 

decision to hedge is a matter of policy that should ultimately reflect the Commission’s 

interpretation of customer risk preferences.”2  It is this PG&E position with which DRA 

takes issue and where the two parties differ on policy.  DRA maintains that hedging 

should be re-integrated into the incentive mechanism since it should be a discretionary 

decision of the utility whether to hedge; and that the utility should share the risk of this 

discretionary decision.  On the other hand, PG&E asserts that hedging should be an 

established Commission policy, but it is noteworthy that the winter hedge programs 

(outside the CPIM) were originally initiated and advanced through utility requests.   DRA 

questions the wisdom of a static policy, applied to a dynamic market, based on 

interpretation of some perceived or implied customer risk preference.  The decision to 

hedge should be based on evolving gas market conditions on a real-time basis which 

further supports hedging costs being re-integrated into the incentive mechanisms.    

PG&E asserts that, “Any actions taken to hedge customer risk under the CPIM 

would result in an unhedged or speculative position for the utility”3, since deviation from 

the monthly index creates risk for the utility under CPIM.  This is not entirely accurate 

since the tolerance bands within the incentive mechanisms serve to mitigate such 

exposure.  These tolerance bands, in conjunction with the utilities own discretionary 

decision whether and to what extent to undertake any hedging, serve to limit any 

utility/shareholder exposure to risk.  All procurement risk including hedging is ultimately 

balanced within the incentive mechanism since it is shared by the utility and its 

ratepayers, while providing utility shareholders a reasonable level and measure of added 

protection through the tolerance bands.    

                                              
2 Opening Comments of PG&E on OIR Issues, p. 6.   
3 Opening Comments of PG&E on OIR Issues, p. 6.   
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The stated intent of PG&E’s hedge program is to reduce customers’ exposure to 

price risk or price volatility.  The initiation and pursuit of this policy in Commission 

proceedings by PG&E strongly implies some related corporate benefits (e.g. contribution 

to better public relations).  In reducing customers’ exposure to price risk or volatility, 

PG&E may mitigate (what it perceives as) any negative public and customer reaction 

related to the occurrence of a low probability, high cost event.  If hedging is included 

within the CPIM, any and all benefits and risks (be they primary, secondary, or tertiary; 

and quantitative or qualitative) of the decision and expenditures are properly shared by 

the customers and shareholders. 

PG&E states that when the incentive mechanisms were developed for SDG&E, 

SoCalGas and PG&E, gas markets were less volatile and hedging was less important; and 

that, “since the winter of 2000-2001, gas price volatility has risen tremendously requiring 

substantially more hedging in order to adequately protect gas customers from extreme 

price run-ups.”4  DRA agrees that gas prices are higher today compared to when the 

incentive mechanisms were developed5, but PG&E presents no factual evidence to 

support its statement that gas price “volatility” has risen tremendously.   

IV. RESPONSE to SOCALGAS and SDG&E 
With respect to the issue of a separate hedging incentive mechanism, SoCalGas 

and SDG&E state, they “do not believe that an incentive mechanism for winter hedging 

is an absolute necessity” and they “do not have a specific new incentive proposal at this 

time, but we are carefully considering the concept.”6  DRA opposes the concept of a 

separate hedging incentive mechanism as set forth in its opening comments.  PG&E 

agrees stating, “PG&E does not believe at this time that a separate incentive mechanism 

                                              
4 Opening Comments of PG&E on OIR Issues, p. 9.    
5 This evidence is available through DRA’s Annual Monitoring and Evaluation Reports on the gas 
incentive mechanisms of PG&E, SoCalGas and SDG&E.   
6 Opening Comments of SoCalGas and SDG&E on OIR, p. 8.  
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can be designed that aligns customer and shareholder interests in a fair and economically 

efficient manner.”7   

In its comments, SoCalGas and SDG&E provide no evidence to support the 

viability of a separate hedging incentive mechanism.  Rather, the OIR parties are placed 

on notice that, “SoCalGas and SDG&E are currently working to determine whether we 

can develop a new workable incentive proposal for SoCalGas and SDG&E” and they 

“hope to present ideas on incentives at the second technical workshop in this proceeding 

on November 17, 2008.”8  Although relieved that no half-baked concepts were advanced 

in opening comments, parties must now contend with SoCalGas and SDG&E’s newly 

announced slow bake process by which they “hope to present ideas” at a future 

workshop.  Nonetheless, DRA awaits any new hedging recipes SoCalGas and SDG&E 

ultimately cook up on this matter and unveil at the workshop.   

SoCalGas/SDG&E recognize that, “there are explicit guidelines associated with 

our winter hedging plans”, but assert that the challenge is “developing an appropriate 

market benchmark that actually reward prudent management of an approved winter 

hedging program.”  If SoCalGas/SDG&E seek rewards in this regard, then they merely 

need to support reintegrating hedging into the existing incentive mechanisms as proposed 

by DRA in its opening comments.   

V. RESPONSE to SOUTHWEST 
In its opening comments, Southwest asserts that some small changes to its existing 

GCIM may be desirable.  According to Southwest, one such revision may be to modify 

the GCIM and hedging program to include the use of fixed-for-floating index swaps and 

another possible change is to re-examine the percentage of Southwest’s purchases that are 

currently included in its hedging program.  Southwest alleges that it may be desirable to 

increase the hedged percentage to somewhere between 25 and 50 percent to bring it inline 

                                              
7 Opening Comments of PG&E on OIR Issues, p. 8.    
8 Opening Comments of SoCalGas and SDG&E on OIR, p. 9. 
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with Southwest’s hedging activities in its Arizona and Nevada jurisdictions where about 

50 percent of the portfolio is hedged.   

The basis for Southwest’s desire to increase the hedged percentage of its purchases 

above 25% is to be consistent with its hedging activities in Arizona and Nevada.  

Southwest fails to provide any factual evidence to show that its ratepayers in California 

would benefit from this change.  If truly interested in pursuing this change, Southwest 

can present information from its Nevada and Arizona jurisdictions to show the ratepayer 

benefits associated with such a policy and why it should be applied to its California 

jurisdiction in an appropriate venue.  The information and evidence can be properly 

evaluated, analyzed and responded to by other parties such as DRA, and ultimately 

considered by the Commission.    

DRA opposes the changes suggested by Southwest because they are beyond the 

stated scope of the OIR which was reiterated in the ACR.  The ACR states, “This 

rulemaking is not intended to be a broad reexamination of the utilities’ gas incentive 

mechanisms.  Each year these incentive mechanisms go through an application process 

where there is an opportunity to propose modifications.”  Southwest’s changes should be 

properly developed and addressed in an appropriate proceeding, but they are not within 

the scope of this OIR.   

VI. RESPONSE to SHELL 
Shell proposes that the Commission establish a transparent, nondiscriminatory 

solicitation protocol through which the utilities seek bids or offers for hedge products.  

DRA opposes the Shell proposal.  Absent some clear benefit to core customers, there is 

no factual basis to establish the solicitation protocol proposed by Shell.  Core purchases 

represent less than 50% of the gas sold in the California market, while the balance of gas 

supply is generally moved into the market by noncore customers and/or 

marketers/producers.  Shell’s proposal would create a double standard in the gas market – 

“full disclosure” of hedge products for the utilities, and “no disclosure” for all other 

market participants (marketers, producers, large end-users, core aggregators, etc).  Shell 

fails to justify why utilities (buying gas for its core customers) should be compelled by 
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regulators to establish a transparent, nondiscriminatory “full disclosure” solicitation 

protocol for hedge products, while the rest of the market would not be covered within this 

stated regulatory protocol.   

Shell asserts that its proposed solicitation process will increase the range of 

potential products.  The gas market is a competitive and creative market with a vast range 

of products already available; and is very capable of developing new products when there 

is a demand for them.  Shell fails to provide any meritorious arguments or quantification 

of any ratepayer benefits that could conceivably result from its proposed protocol.  

Shell’s solicitation protocol proposal should be rejected.  

Shell proposes significant changes to the existing incentive mechanisms.  The 

proposals are presented in conceptual terms with very little detail.  For example, Shell 

suggests that the incentive mechanism include a “portfolio price volatility target” but 

provides little in terms of details of how it would be calculated and fit into the 

mechanisms.  Absent the specific details, it is difficult to evaluate the proposal and 

determine whether it properly advances and balances both ratepayer and shareholder 

interests.  The proposed changes would clearly encompass more complexity and 

uncertainty in contrast to the existing mechanisms.  Generally, more complexity and 

uncertainty poses greater risk and the potential for higher ratepayer costs.  Shell fails to 

quantify any ratepayer benefits of its proposed changes to the incentive mechanisms 

relative to the current incentive mechanisms.  Furthermore, the wholesale changes to the 

procurement incentive mechanisms proposed by Shell appear to be beyond the scope of 

the OIR.  In its opening comments, DRA provided clear evidence of the ratepayer 

benefits associated with current incentive mechanisms over the past 14 years and why 

they should be retained in the current form (with reintegration of hedging costs).  The 

changes to the incentive mechanisms proposed by Shell should be rejected.         
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VII. CONCLUSION  
For the reasons set forth in its opening and reply comments, DRA recommends the 

following:   

• All hedging costs should be re-integrated in the gas 
procurement incentive mechanisms for 
SoCalGas/SDG&E and PG&E.  No other modification 
of the existing incentive mechanisms is required.  

• If winter hedging costs remain outside the gas 
incentive mechanisms then utilities should seek annual 
approval of the hedge plans through advice letter or 
application as described in its opening comments.  
Further, the SoCalGas/SDG&E GCIM sharing formula 
for rewards should be modified to 80% ratepayers/20% 
shareholders to reflect the reduced risk consistent with 
the PG&E CPIM.   

• No separate mechanism should be designed to create 
an incentive to manage hedging program costs outside 
the existing procurement mechanisms.    

• No generic statewide hedging guidelines and policies 
are required beyond appropriate reporting and 
disclosure requirements to the Commission and DRA.        

 

Respectfully submitted, 
 
/s/ GREGORY HEIDEN 
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Attorney for the Division of Ratepayer 
Advocates 
 
California Public Utilities Commission 
505 Van Ness Avenue 
San Francisco, CA  94102 
Phone: (415) 355-5539 

      e-mail: gxh@cpuc.ca.gov 
October 17, 2008                   Fax: (415) 703-2262 
 
 



 

344625 

CERTIFICATE OF SERVICE 
 
I hereby certify that I have this day served a copy of “REPLY COMMENTS OF 

THE DIVISION OF RATEPAYER ADVOCATES” in R.08-06-025 by using the 

following service: 

[ X ] E-Mail Service: sending the entire document as an attachment to all known 

parties of record who provided electronic mail addresses. 

[   ] U.S. Mail Service:  mailing by first-class mail with postage prepaid to all 

known parties of record who did not provide electronic mail addresses. 

 Executed on October 17, 2008 at San Francisco, California. 
 
 
 /s/ NANCY SALYER

 ______________________________ 
  Nancy Salyer 
 



357096  9 
 

 
SERVICE LIST FOR R.08-06-025 

 
 
keith.mccrea@sablaw.com 
roger@berlinerlawpllc.com 
swilliams@desc.dla.mil 
jimross@r-c-s-inc.com 
douglas.w.rasch@exxonmobil.com 
agold@coral-energy.com 
wgarrettesi@aol.com 
steve.koerner@elpaso.com 
richard.stapler@kernrivergas.com 
david.brooks@state.nm.us 
randy.gabe@swgas.com 
anita.hart@swgas.com 
andy.bettwy@swgas.com 
chilen@sppc.com 
jellis@sempra.com 
lurick@sempra.com 
mthorp@sempra.com 
dselmi@aol.com 
hchoy@isd.co.la.ca.us 
dhuard@manatt.com 
rkeen@manatt.com 
npedersen@hanmor.com 
asteele@hanmor.com 
klatt@energyattorney.com 
douglass@energyattorney.com 
liddell@energyattorney.com 
kwiese@aqmd.gov 
douglas.porter@sce.com 
gloria.ing@sce.com 
walker.matthews@sce.com 
cory@briggslawcorp.com 
burkee@cts.com 
amsmith@sempra.com 
dgilmore@sempra.com 
gbaker@sempra.com 
lbiddle@ferrisbritton.com 
wrapp@sempra.com 
snelson@sempra.com 
jkloberdanz@semprautilities.com 
srahon@semprautilities.com 
jleslie@luce.com 
cscolastico@cc.sbcounty.gov 
thunt@cecmail.org 
mdjoseph@adamsbroadwell.com 
keeth@smwlaw.com 
marcel@turn.org 
gxh@cpuc.ca.gov 

ljt@cpuc.ca.gov 
ek@a-klaw.com 
sdhilton@stoel.com 
scarter@nrdc.org 
cjn3@pge.com 
j1pc@pge.com 
kts1@pge.com 
rbm4@pge.com 
jwmctarnaghan@duanemorris.com 
epoole@adplaw.com 
bcragg@goodinmacbride.com 
enriqueg@lif.org 
jarmstrong@gmssr.com 
jkarp@winston.com 
mfogelman@reedsmith.com 
mday@goodinmacbride.com 
kck5@pge.com 
raveen_maan@city.palo-alto.ca.us 
Service@spurr.org 
joe.paul@dynegy.com 
kowalewskia@calpine.com 
wbooth@booth-law.com 
tomb@crossborderenergy.com 
sberlin@mccarthylaw.com 
tomk@mid.org 
jeff@jbsenergy.com 
matt@bradylawus.com 
steveng@destrategies.com 
glw@eslawfirm.com 
creheis@wspa.org 
dcarroll@downeybrand.com 
dkk@eslawfirm.com 
rob@clfp.com 
scohn@smud.org 
mpa@a-klaw.com 
pinney@capp.ca 
margaret_crossen@transcanada.com
DSchlissel@synapse-energy.com 
ramage@pwlng.com 
jscandola@buckeye.com 
wschmidt@buckeye.com 
jbushee@sablaw.com 
jcm@vnf.com 
pik@vnf.com 
smindel@knowledgeinenergy.com 
ron.giteck@state.mn.us 
ghinners@reliant.com 



357096  10 
 

kimberly_watson@kindermorgan.com
kbosley@bear.com 
Larry_Jenkins@oxy.com 
kelly.allen@panhandleenergy.com 
hobs@bp.com 
marzmj@bp.com 

william.tomlinson@elpaso.com 
pesposito@cbcatalysts.com 
kjsimonsen@ems-ca.com 
Ned.Greenwood@questar.com 
djones2@chw.edu 
elizabeth.douglass@latimes.com 
cfaber@semprautilities.com 
dakinports@semprautilities.com 
HYao@SempraUtilities.com 
centralfiles@semprautilities.com 
bmusich@semprautilities.com 
robert.pettinato@ladwp.com 
nwhang@manatt.com 
curtis.kebler@gs.com 

sendo@ci.pasadena.ca.us 
eklinkner@ci.pasadena.ca.us 
rzhang@cityofpasadena.net 
sendo@ci.pasadena.ca.us 
slins@ci.glendale.ca.us 
jackmack@suesec.com 
bjeider@ci.burbank.ca.us 
ffletcher@ci.burbank.ca.us 
lparker@ci.burbank.ca.us 
rmorillo@ci.burbank.ca.us 
mkay@aqmd.gov 
case.admin@sce.com 
Jairam.gopal@sce.com 
Michael.Alexander@sce.com 
asullivan@sempra.com 
wtobin@sempraglobal.com 
mshames@ucan.org 
scottanders@sandiego.edu 
marcie.milner@shell.com 
ofoote@hkcf-law.com 
jmgarber@iid.com 
mecampbell@iid.com 
ctoca@utility-savings.com 
gdehart@anaheim.net 
ssciortino@anaheim.net 
hoffmang@sbcapcd.org 
elaine.duncan@verizon.com 
nsuetake@turn.org 
clarence.binninger@doj.ca.gov 
norman.furuta@navy.mil 

filings@a-klaw.com 
a2mx@pge.com 
mdm8@pge.com 

kjbh@pge.com 
placourciere@thelenreid.com 
saw0@pge.com 
smalllecs@cwclaw.com 
smalllecs@cwclaw.com 
mmattes@nossaman.com 
judypau@dwt.com 
salleyoo@dwt.com 
cem@newsdata.com 
lisaweinzimer@sbcglobal.net 
cpuccases@pge.com 
ecrem@ix.netcom.com 
lkl1@pge.com 
ron.dahlin@ge.com 
Ken@rdwd.com 
bevin_hong@transcanada.com 
Patricia.R.Thompson@gmail.com 
todp@chevron.com 
editorial@californiaenergycircuit.net 
JerryL@abag.ca.gov 
ceyap@earthlink.net 
paulfenn@local.org 
mrw@mrwassoc.com 
robertg@greenlining.org 
samuelk@greenlining.org 
thaliag@greenlining.org 
rcamacho@ci.santa-clara.ca.us 
cpechman@powereconomics.com 
bmcc@mccarthylaw.com 
wgmanuel@tid.org 
jweil@aglet.org 
rmccann@umich.edu 
kenneth.swain@navigantconsulting.c

om 
kdusel@navigantconsulting.com 
cpucrulings@navigantconsulting.com 
gpickering@navigantconsulting.com 
roechsler@navigantconsulting.com 
dana.griffith@ncpa.com 
cmkehrein@ems-ca.com 
mclaughlin@braunlegal.com 
curt.barry@iwpnews.com 
kdw@woodruff-expert-services.com 
mmueller@energy.state.ca.us 

blaising@braunlegal.com 
susan.durbin@doj.ca.gov 
cabaker906@sbcglobal.net 



357096  11 
 

kmills@cfbf.com 
karen@klindh.com 
bbrunel@smud.org 

david_white@transcanada.com 
egw@a-klaw.com 
leslie_ferron-jones@transcanada.com
lscott@landsenergy.com 
loe@cpuc.ca.gov 
beg@cpuc.ca.gov 
dkf@cpuc.ca.gov 
dil@cpuc.ca.gov 
cpe@cpuc.ca.gov 
hym@cpuc.ca.gov 
jnm@cpuc.ca.gov 
jsw@cpuc.ca.gov 
alf@cpuc.ca.gov 
kcl@cpuc.ca.gov 

lau@cpuc.ca.gov 
nil@cpuc.ca.gov 
rxr@cpuc.ca.gov 
ram@cpuc.ca.gov 
rmp@cpuc.ca.gov 
rle@cpuc.ca.gov 
skh@cpuc.ca.gov 
saw@cpuc.ca.gov 
trp@cpuc.ca.gov 
wmp@cpuc.ca.gov 
dsimerot@arb.ca.gov 
gyee@arb.ca.gov 
billjulian@sbcglobal.net 
edward.randolph@asm.ca.gov 
Jim.Campion@conservation.ca.gov 
jgeorge@water.ca.gov 
jpacheco@water.ca.gov 
Sphinney@aspeneg.com 

 


